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RATIONALE 
Target prices have been used to foster two agricultural policy objectives: price stability and income 
enhancement. Setting target prices above the longrun market price generates income transfers. 
Historically, income transfers have been made to the farm sector to help equalize income disparity 
between the farm and nonfarm populations. The effects of income transfers may differ depending on 
the size of the transfer and the source of funds. The use of a price mechanism to transfer income does, 


however, tend to generate imbalances in the market which have to be dealt with by other means. 


If the objective of target prices is to provide year-to-year stability of receipts from crop production, then 
linking the target price to the moving average market price provides producers with receipts consistent 
with those they should expect to receive under trend (normal) yield conditions. If the target price is set 
at the moving average price and the loan rate at a fraction of this level, deficiency payments remove the 
income risk from an exceptionally low price. Longrun prices, estimated by the moving average of past 
prices, would still provide the basis for efficient resource decisions. The moving average price would 
become the basis of expectations and permit the comparison of expected costs of production with 
expected prices. Those producers expecting to cover variable production costs would continue to 


produce. 


Parity and cost of production have often been suggested as means for setting target prices. Both 
measures have built-in escalators that tend to cause them to diverge from market conditions and would 


provide an incentive to make producers unresponsive to market conditions. 
ASSUMPTIONS 


The 10-year baseline or benchmark scenario used for the analysis assumes target prices, loan rates, and 


ARP’s decline so that there is a general reduction in support for the program commodities. Three 
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reference variables are used for setting target prices: parity prices, variable costs of production, and a 


moving average of past market prices. In three scenarios, the 1990 relationship between the target price 


and the reference variable is maintained. In the other three scenarios, the ratio of the target price and 


the reference variable is moved toward a market solution. 


Scenarios are run with target prices set at: 


(1) 


(2) 


(3) 


(4) 


(>) 


(6) 


In general: 


oO 


60 percent of parity prices; 

a declining percentage of parity--from 60 percent to 42 percent over 10 years; 

the 1990 percentage relationship to average variable cost of production for each 
commodity; 

a declining percentage of variable cost--beginning with the 1990 level and 

moving to the average variable cost of production by the 10th year; 

the 1990 percentage of target price to a 5-year moving average of past market 
prices dropping high and low for each commodity; and 

a declining percentage of a 5-year moving average of market prices, dropping high 


and low, reaching the 5-year moving average in the 10th year. 


IMPACTS 


The larger the difference between the target prices under the alternative and 


the baseline, the larger the magnitude of the impacts. 


Target prices that move down toward market prices reduce program costs and 
food prices and increase trade. However, they also result in lower income. 


For the other alternatives, target prices increase income, raise program costs 
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and food prices, and reduce trade. 


When the target prices under the alternative are higher than the baseline target price level, the 


following results are implied: 


oO Higher target prices stimulate higher program participation. Acreage planted to 
program crops decreases as more land is placed in conserving use in the ARP 
programs. Acreage planted to soybeans generally decreases because of higher 


relative returns to corn and cotton in this situation. 


o With a decrease in planted acreage, crop production decreases, leading to higher 


commodity prices. 

Oo Higher commodity prices cause exports to decrease. 

o Higher farmgate prices cause consumer food prices to increase. (Although the 
percentage change in the "all food" Consumer Price Index (CPI) appears small, this 
could still imply fairly significant changes in the total dollar amount consumers 


spend on food.) 


o With increased program participation and higher target prices, deficiency payments 


increase. 


o Higher deficiency payments coupled with higher commodity prices cause net farm income 


to increase. 
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Higher net farm income causes land values to increase. 


With less total planted acreage, the environmental impacts should be less, probably 


offset, at least partially, by high application rates. 


Those outcomes which tend to maintain current biases in relative crop returns will 
continue to encourage resource allocation toward supported crops and away from those 


with less or without program support. 


For the cases in which target prices, in the alternatives, are generally smaller 
than the baseline target prices, the direction of all the changes mentioned 


above are reversed. 
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SETTING TARGET PRICES: An Analysis of Three Policy Alternatives 


RATIONALE 
Target prices have been used to foster two agricultural policy objectives: price stability and income 
enhancement. Setting target prices above the longrun market price generates income transfers. 
Underlying the income transfers are comparisons of utility among individuals. Historically, income 
transfers have been made to the farm sector to help equalize income disparity between the farm and 
nonfarm populations. The effects of income transfers may differ depending on the size of the transfer 
and the source of funds. The use of a price mechanism to transfer income does, however, tend to 
generate imbalances in the market which have to be dealt with by other means. The objective of 
providing enhanced income could be achieved with less production and trade distortion by decoupled 


target prices based on fixed historical yields and production. 


Price Stability 


If the objective of target prices is to provide price stability to reduce the risk associated with farming, 
then setting target prices relative to a stable reference variable would provide the predictability and 
stability necessary to achieve this objective. The issue then is selection of an appropriate reference 
variable. Three variables are considered in this analysis: a moving average market price, a parity price, 


and an estimated variable cost of production. 


Setting the target price relative to the moving average market price allows the moving average to 
become the basis for expectations. The target price would then be the price that a producer may expect 
to receive under trend (normal) yield conditions. If the target price is set at the moving average and 
the nonrecourse loan rate is set at below the moving average price, then deficiency payments remove the 


income risk that results from low prices when production is exceptionally large. Longrun prices, as 
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identified by the moving average of prices would still provide the basis for efficient resource decisions. 
Those producers expecting to cover variable production costs would continue to produce. An alternative 
would be to set deficiency payments at a fraction of the difference between the target or moving average 
market price and the current year market price. Producers would thus retain more of the short-term 
risk from production. If some income enhancement was desired, setting target prices at a fixed margin 
above the moving average market price would accomplish this, although an incentive would be created 


for producing surplus commodities. 


Parity prices and cost of production have often been suggested as bases for setting target prices. Both 
parity and cost of production have built-in escalators which cause them to diverge from market prices. 
Both variables, if used as a reference for setting target prices, would tend to make producers 


unresponsive to market conditions and lead to future cycles of surplus and deficits. 


Both cost of production and parity prices have been suggesting as providing farmers a "fair" return. Use 
of the cost of production implies that farmers deserve to cover their production costs and earn a profit 
or a return to their assets, labor and management. However, cost of production is not a unique number 
that applies to all producers. Cost of production varies greatly among farms because of differences in 
technology, soil productivity and producer management. Average production costs (either variable or 
total) are not representative of any farm. On average, some farms are earning a return and others are 
loosing money. To pay all farms at least their cost of production, target prices would have to be set at 
the cost of the highest cost firm. All other firms would receive returns well above the market price. 
Many would be bidding up the prices of inputs including land as they sought to increase their profit. 
This process becomes circular and costs of production escalate. The parity price reflects the relationship 
of farm and nonfarm prices by making the base price dependent on the most recent 10-year average 


price for each commodity. 
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In a competitive, market-oriented economy, longrun adjustments of production and consumption will 
occur so that prices of commodities in the market will cover cost of production. In the shortrun, in a 
market that is characterized by heterogeneous production technology and cost, the current years cost of 
production and the current years crop price are not related. Costs for a particular crop were decided at 
planting time. The price a producer receives is decided after harvest, unless the producer hedges. The 
post harvest price allocates the crop among buyers after harvest; however, it was not necessarily the 
expected price used by the producer to decide whether or not to plant. Producers argue that weather 
alters the price from what they expected and, since they based their decisions on expected price, they 


should be protected from the vagaries of weather. 


Income Transfers 

The early justification for providing income support to agricultural producers in the 1930's, was that 
there was a disparity of returns between agriculture and industry and it was presumed that a balance was 
required for a healthy economy. However, with rapid technological change, prices can fall while factor 
returns are maintained by increased productivity. With economic development, agriculture tends to 
decline relative to other sectors because of the inelasticity of demand for agricultural commodities with 
respect to income. Markets account for this with lower relative returns in agriculture compared with 


other sectors and the sector tends to reorganize its use of resources if the market is allowed to function. 


Although the early policymakers were concerned about the disparity among industry and agriculture, this 
was thought to be temporary and resolvable by short-term supply control measures. The concept was 
more in terms of support for commercial markets and commercial activity than support for individual 


farmers. 


A basis for continuing to make income transfers to producers of certain commodities is an assumption 
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that there is a responsibility to make a smooth transition from high levels of income support to market 
oriented pricing. The current level of income transfer to supported commodity producers is $10 billion 
to $15 billion. Removal of this support without a transition process would result in a shock to the 
sector that would cause prices and incomes to decline, in the shortrun, below longrun equilibrium levels, 
resulting in unnecessary loss of farms and hardship in rural areas. That is unnecessary from the 


standpoint of bringing the sector to the market equilibrium level. 


An important question in setting target prices concerns the alternatives to current programs that could 
bring about a reduction in program cost without creating substantial economic and political turmoil. In 
order to avoid instability while reducing income transfers and, thus, program costs, adjustment programs 
may be required. These programs could be used in a transition from high income subsidies to market 
orientation, or in separating income subsidies from market pricing, while preventing dramatic shocks to 


income and asset values. 


Such transition payments can be made using any of several systems. Because the basis for income 
transfers is arbitrary from the standpoint of economics, the transition or adjustment protection assistance 
can use any practical device to phase out high supports, assuming that it is efficient in achieving its 
objective. For example, target prices could be set at their current level and then scaled down over a 10- 


year period to the market price level as in scenario 6 of this analysis. 


BACKGROUND 
The original objective of target prices established by the Agriculture and Consumer Protection Act of 
1973 was to provide for income stability. Under the Act, the initial level of the target price was set by 
Congress and was to be adjusted in later years by a formula reflecting changes in the Index of Prices 
Paid by farmers for production items, including interest, taxes, and farm wage rates. The Prices Paid 


Index was a device to reflect changes in the cost of purchased inputs. The formula also was to take into 
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account changes in yields as the result of changes in productivity. Yield changes were to reflect changes 
in a 3-year moving average for the 3 prior years from the average for the next 3 preceding years. This 
procedure moved away from the 1970 Act’s fixed income support per bushel to a variable income 
Support (deficiency payment) based on the level of the market price relative to the target price. As long 


as the market price exceeded the target price, no deficiency payments were made. 


The Food and Agriculture Act of 1977 set the target prices on the basis of commodity-specific costs of 
production. The corn target price was initially set at $2.00 for the 1977 crop, raised to $2.10 for the 
1978 crop, and was to be adjusted for later years by changes in the average adjusted cost of production 
for the preceding 2 years. For wheat, the 1977 crop target price was initially set at $2.90. The wheat 
target price was $.65 above the loan rate, while the corn target price was equal to the loan rate. Thus, 
there was a clear income support objective for wheat producers and an apparent stability objective for 
feed grain producers. The target price adjustment formula specified by the 1977 Act was applied during 
a period of rapid inflation; in addition, the formula used lagged variables, so adjustments lagged actual 


cost conditions. 


The 1981 Act abandoned the cost of production formula for adjusting target prices. Minimum target 


prices were established by legislation for the 1982 through 1985 crops. 


Under the Food Security Act of 1985, target prices were frozen at 1985 levels for 1986-87 and were 
scheduled to decline thereafter. With target prices well above market prices, deficiency payments were 
used to enhance and stabilize income above the longrun market level. Currently, target prices are set by 


legislation as the outcome of negotiations among policymakers after considering the evidence presented. 


AVOIDING EXCESS CAPACITY AND STOCK ACCUMULATION 


To avoid inducing excess capacity with program implementation, producers must have a fairly clear view 
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of real longrun prices. Moving to market-determined target prices would be a move in this direction. 
However, the short-term weather disturbances, which are noneconomic aberrations, would continue to 
have a strong impact on the market. The effect could be buffered by a market oriented stock acquisition 
and dispersal program that allowed the market to solve for the longrun equilibrium price. Price floors 
and ceilings should not be fixed by legislation. Adjustments could be made to improve the markets 
function as an allocator of resources and output. The effect of weather variability could be reduced to 


avoid shortrun disturbances that send the wrong signal for longrun trends. 


TARGET PRICE ANALYSIS SCENARIOS 


In this section specific examples of how the reference variables can be used to set alternative target 
prices. Since the focus of this analysis is the target price program, other program instruments are held 
at the baseline levels. The analysis shows the impacts of setting target prices relative to three refernce 
variables under two alternative scenarios. Results of the scenarios are evaluated with respect to: (1) 
budget exposure (deficiency payments), (2) farm income, (3) competitiveness, (4) food prices, (5) asset 
values, (6) environmental impact, and (7) cropping patterns. These were chosen because they relate to 
frequently stated policy objectives and they receive considerable attention from the proponents and 
critics of programs. The outcome of policies with respect to these criteria is likely to carry a heavy 


weight in the acceptability of any proposed program changes. 


Baseline target prices used in the analysis were established by the inter-agency baseline committee. 
Baseline target prices, parity prices, and variable costs of production for wheat, corn, sorghum, barley, 
oats, cotton, and rice are shown in tables 4 to 6. In the baseline, target prices for the seven 
commodities are assumed to decrease ranging from 3 to 0.6 percent a year during the 10 years. Target 


prices under the alternative scenarios are shown in tables 7 to 12. 
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Alternative target price schemes are considered based on three reference variables--parity prices, variable 
costs of production, and past market prices. In each case, two levels are analyzed: (1) a continuation of 
the 1990 relationship between the target price and the reference price, and (2) a reduction of the ratio 


toward market orientation. The six resulting scenarios are: 


Parity price: 
o 60 percent of parity prices; 
o a declining percentage of parity--from 60 percent to 42 percent; 
Cost of production: 
o the 1990 percentage relationship to average variable cost of production 
for each commodity--setting target prices for wheat, corn, sorghum, 
barley, oats, cotton, and rice at 264, 230, 256, 210, 116, 160, and 210 
percent of variable cost of production. 
o a declining percentage of variable cost--beginning with the 1990 level 
and moving to the average variable cost of production by the 10th year; 
Past market prices: 
o the 1990 relationship of target price to a 5-year moving average of past 
market prices dropping high and low for each commodity; and 
oO a declining percentage of the 5-year moving average of market prices, dropping 


high and low, reaching the moving average in the 10th year. 


Scenarios 1 and 2: Parity price was originally defined as the price that gives a unit of a commodity the 

same purchasing power today as it had in the 1910-14 base period. The parity price was revised in 1948 
to reflect a more recent relationship of farm and nonfarm prices by making the base price dependent on 
the most recent 10-year average price for each commodity. Parity price is not currently used except for 


wool, mohair, and some minor tobaccos. Parity is part of permanent legislation. 
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In the first scenario, target prices are based on a reference price of 60 percent of parity prices and are 
above baseline target prices (tables 4 and 7). In the second scenario, target prices are based on a 
declining fraction of parity prices, moving from 60 percent to 42 percent for all seven commodities, 
wheat, corn, sorghum, barley, oats, cotton, and rice. Under this scenario, target prices also remain 
above baseline target prices (tables 4 


and 8). 


Scenarios 3 and 4: In the shortrun, farmers can stay in business as long as they can cover variable costs. 
Setting target prices based on average variable costs of production implies that the least cost farmers 
would remain above their shut-down point. Target prices at the beginning of the baseline in 1990 are 
much higher than the average variable costs of production--16 percent to 164 percent higher. Target 
prices under scenario 3 are set at the initial year fixed percentage of variable costs of production. 
Under this alternative, target prices remain above the baseline levels (tables 4 and 9). 

To bring target prices in line with variable costs of production, a declining percentage of variable costs 
of production is used in scenario 4. The percent fraction is assumed to decline from 1990 levels to 100 
percent of average variable costs (table 1). Target prices under this scenario move below the baseline 


target prices (tables 4 and 10). 


Scenarios 5 and 6: Basing target prices on a moving average of past market prices makes them 
responsive to longer run market conditions. Target prices based on a fixed percentage of a 5-year 


moving average past market prices, scenario 5, remain above the baseline (tables 4 and 11). 


Under scenario 6, target prices are based on a declining percentage of a 5-year moving average of past 
market prices. Target prices under this scenario decline below the bascline and by the 10th year 


(1999/2000 crop year) are about at the past 5-year moving average market prices (tables 4 and 12). 
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IMPACTS 


This analysis assumes that, of the current mix of policy instruments, only target prices are changed from 
the baseline. Results are presented as changes from the baseline situation. All other program provisions 
such as, loan rates, ARP, and CRP, are maintained at the same levels as in the baseline. Changing one 


or more other program instruments will give different results than those presented in this report. 


General results: 


When the target prices under the alternative generally are higher than the baseline target price level, the 


following results are observed: 


o Higher target prices induce higher program participation. Acreage planted to 
program crops decreases as more land is placed in conserving use in the ARP 
programs. Acreage planted to soybeans generally decreases because of higher 


relative returns to corn and cotton in this situation. 


o With a decrease in planted acreage, crop production decreases, leading to higher 


commodity prices. 

o Higher commodity prices cause exports to decrease. 

o Higher farmgate prices cause consumer food prices to increase. (Although the 
percentage change in the "all food" CPI appears small, this could still imply fairly 


significant changes in the total dollar amount consumers spend on food.) 


o With increased program participation and higher target prices, deficiency payments 
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increase. 


oO Higher deficiency payments coupled with higher commodity prices causes net farm 


income to increase. 


O Higher net farm income causes land values to increase, 


o With less total planted acreage, the environmental impacts should be less. This 


might be partially offset by an increase in input intensity. 


o For the cases in which target prices, in the alternatives, are generally smaller 
than the baseline target prices, the direction of all the changes mentioned 


above are reversed. 


o The larger the difference between the target prices under the alternative and 


the baseline, the larger the magnitude of the impacts. 


o ‘Target prices that move down toward market prices tend to reduce program 
costs and food prices and increase trade. However, they also result in lower 
income. On the other side, target prices that are used to provide increased 


income raise program costs and food prices and reduce trade. 


SPECIFIC CRITERIA IMPACTS 
Budget: Target prices under scenarios 4 and 6 decline more than under the other scenarios and more 
than under the baseline: as a result, deficiency payments decline below the baseline. Program 


participation also decreases. Deficiency payments are estimated to decrease by an accumulated $13 
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billion and $5.9 billion during the 1990/1991 to 1999/2000 marketing years. 
Target prices under scenarios 1, 2, 3, and 5 are above the base scenario. With higher target prices and 
higher program participation, cumulative deficiency payments are increased by $53.9, $10.8, $67.6, and 


$32.6 billion above the baseline under the respective four scenarios. 


Farm income: With higher target prices and higher program participation under scenarios 1, 2, 3, and 
5, acreage planted to program crops decreases and more land is placed in conservation use in the ARP 
programs. This leads to higher commodity prices. Higher deficiency payments under these four 
scenarios coupled with higher commodity prices cause net farm income to increase. Accumulated net 
farm income increases total $72.1, $19.9, $78.9, and $39.7 billion, respectively, for scenarios 1, 2, 3, and 


5 during 1990 to 1999 calendar year. 


Because target prices are lower than the baseline in scenarios 4 and 6, program participation decreases. 
Acreage planted to program crops increases and crop production increases. With higher production, 
commodity prices decline. Lower target prices coupled with lower commodity prices result in lower net 
farm income. The accumulated net farm income decline totals $15.4 billion and $2.1 billion under 


scenarios 4 and 6. 
Competitiveness: Exports of wheat, corn, soybeans, and cotton increase under scenarios 4 and 6. Lower 
target prices leading to lower participation and higher production and, thus, lower commodity prices 


makes the U.S. commodities more attractive in the world markets. 


Because of higher commodity prices in scenarios 1, 2, 3, and 5, exports of wheat, corn, soybeans, and 


cotton decline from the baseline. 
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Asset Values: With higher net farm income under scenarios 1, 2, 3, and 5, land values increase. Land 
values average 3.9, 1.5, 3.7, and 1.7 percent, respectively above the baseline over the 10-year simulation. 


Under scenarios 4 and 6, land values decline about 1 percent per year. 


Food Prices: With higher commodity prices in scenarios 1, 2, 3, and 5, consumer food prices increase 
modestly on a percentage basis. The “all food" CPI increases, ranging from 0.8 percent to 0.2 percent in 
the four scenarios. Although the percentage change in the “all food" CPI appears small, this still 
implies fairly significant changes in the total dollar amount consumers spend on food. 

The “all food" CPI decreases under scenarios 4 and 6 because of lower commodity prices than the 
baseline. The "all food" CPI decreases by 0.16 percent and 0.7 percent on average under the two 


scenarios. 


Environment: With less total planted acreage under scenarios 1, 2, 3, and 5, the negative environmental 
impacts are likely to be smaller than under scenarios 4 and 6. Higher acreage planted may imply that 
2farmers will use more fertilizers and pesticides. This could lead to increased chemical run-off. 
However, the tradeoff between increased acres and application rates is not clear and the environmental 


impacts are uncertain. 


Cropping Patterns: Scenarios that set target prices relative to variables other than market prices will 
lead to relative income distortions and will cause more or less of particular crops to be grown than 
under a market outcome. A primary example of this is the current relationship between corn and 
soybeans which produces more corn and less beans than the market would produce under market- 
oriented programs. As can be seen in table 2, current target prices vary substantially in the degree of 
implied subsidy from the market outcome from a high of 83 percent above the market price for rice to 


below the market price for oats. 


12 






biel reepinith suley Deel 2 tee 0 Demaretiese me 4 
ecietomte wee G1 sit yo00, Saito! at-ewode Ylawtioag ian ans 
ON 13 Tiny F odie Bailaeb- 


Mast vodhg Soul romans 2 bes FS of aotnimod nf ean itbanimoy Pere wikia 
He INESoq SOO iseorog 2.) alo gétghes eouseset 19D “bowtlla® ou’ at gatas sibeue 


Mite 41d? Maine gegen TID. “bce? Wy" side cA het? ogeinsntieg od dighollA, io agi ont 
S6Ut At bieyt aorameios jovome tallab teia ont Hh spade eeeignidls (ish astiqmi 

OF Main esettq vibomineg: iol sued 6 One b edhetiaon twtser asciemob [9 "book ttn? oat 
tw Om Aphad syicare tn insnog Al ban ii ar 0 yd sesame: 199 canny MAP ahieed 
20renioe 


sinnivES onan on) 2 ban f°.) 26hanee vobnd Sabrem Datiniy tates zeal iW “mann crtbynt 
tall? Yiqani ye boinal@ oyeves tsrgild dabwe b evingaoce wba NA elnt on yhsokit y8 atitgni 


Hows bcimedy teagnont oF best blue att PC a i Masts sie 2260 30 evenrialS 


feviomiotivas on!) bat eis tonal 2ie1 stone a ae or asemed oti oni aayawoH 


acne: ma 





iw wang sito nad) itty esicnitey ot eviiier @ 

= a " pbs 
ois MWong Sel Oy SO ae ie , 

baw to mowed ederoneon x 

























L - ae , ‘it 
lati tae se 
4 | ea ee vale 
ns nn Nae G3 Bi 


ret 


a) 








Table 1. Scenario 4 assumptions: Target prices as a declining percent of variable cost of production. 


1990/91 1991/92 1992/93 1993/94 1994/95 1995/96 1996/97 1997/98 1998/99 1999/2000 


-—-spercent, === 
Wheat 264 246 227 209 191 173 155 136 118 100 
Corn 230 215 201 187 17/3 158 143 129 114 100 
Sorghum 256 239 222 204 187 170 152 135 lal 100 
Barley 210 197 185 173 161 149 i377 124 112 100 
Oats 116 114 1, 111 109 107 105 104 102 100 
Cotton 160 153 147 140 133 29! 120 113 107 100 
Rice 210 198 186 173 161 149 137 124 112 100 


Table 2. Scenario 5 assumptions: Target prices at the current percent of the moving average of 
past prices. 


-—~—epercent), <== 
Wheat 130 130 130 130 130 130 130 130 130 130 
Corn 135 135 135 135 235 135 Aes; 135 135 135 
Sorghum 144 144 144 144 144 144 144 144 144 144 
Barley 118 118 118 118 118 118 118 118 118 118 
Oats 96 96 96 96 96 96 96 96 96 96 
Cotton 132 132 132 132 132 132 ile ys 132 132 132 
Rice 183 183 183 183 183 183 183 183 183 183 


Table 3. Scenario 6 assumptions: Target Prices as a declining percent of the moving average of 
past prices. 


== De RCent ams 
Wheat 130 127 124 120 17, 114 110 107 104 100 
Corn 135 131 Alay 123 119 116 £12 108 104 100 
Sorghum 144 139 134 129 124 120 £15 110 105 100 
Barley 118 116 114 SIA 110 108 106 104 102 100 
Oats 96 96 97 97 98 98 99 99 100 100 
Cotton 132 128 125 121 118 114 111 107 104 100 
Rice 183 174 165 15D 146 137 128 118 109 100 


1990/91 1991/92 1992/93 1993/94 1994/95 1995/96 1996/97 1997/98 1998/99 1999/2000 
Wheat ($/bu) $4.00 $3.90 $3.80 Soil $3.62 $3.53 $3.44 $3.36 $3.28 $3.20 
Corn ($/bu) S2S $2.66 $2.58 $2.50 $2.42 $2.34 $2.27 $2.20 $2.13 $2.06 
Sorghum ($/bu)$2.61 $2.53 $2.44 $2.36 $2.28 $2.20 S213 $2.05 $1.99 $1592 
Barley ($/bu) $2.36 S229 $2.22 $2.16 $2.10 $2.04 $1.98 $1.92 $1.86 $1.81 
Oats (S$/bu) $1.45 $1.40 $1.36 $1.31 Shh Py $1.23 Syl, wis) S125 Sinaia $1.07 
Cotton ($/lb) $0.729 $0.724 $0.719 $0.714 $0.709 $0.704 $0.699 $0.694 $0.689 $0.684 
Rice ($/cwt) $10.71 $10.62 $10.53 $10.44 $102.95) 9) S10 26)5 99 S10517 $10.09 $10.01 $9.93 


Wheat ($/bu) $6.90 $7.06 $7.22 $7.41 $7.64 $7.69 $7.85 $8.28 $8.67 $8.76 
Corn ($/bu) $5.00 $4.92 $4.92 $4.94 $4.87 $4.83 $4.89 $5.16 $5.31 $5.28 
Sorghum ($/bu)$4.51 $4.42 $4.43 $4.41 $4.40 $4.36 $4.44 $4.67 $4.81 $4.79 
Barley ($/bu) $4.65 $4.68 $4.72 $4.85 $4.94 $4.93 $5.03 $5.24 $5.40 $5.32 
Oats ($/bu) $3.47 $3.59 $3.66 $3.82 $4.00 $4.07 $4.28 $4.53 $4.70 $4.59 
Cotton ($/lb) $1.22 $1.22 $1.27 $1.31 $1.35 $1.38 $1.42 $1.49 Siso2 $1.59 
Ricemcs/cwt) Slavs lueeSl4 OS mmol sd. 49 sr Sio.16 auol2 7 Oo 200N S11. 76 95122315 S11597 S11295 
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Table 6. Baseline variable cost of production. 


Wheat (S/bu) $1.52 $1.54 $1.59 $1.64 $1.70 Sie 7, $1.82 $1.88 $1.95 $2.01 
Corn ($/bu) $1.20 $1520: $1.24 $1.27 $1.33 $1.37 Sim 42 $1.46 $2350 $1.54 
Sorghum ($/bu)$1.02 $1.04 $1.08 Sigit $1.17 Sie22 Sis27 SiR37 $1.36 $1.41 
Barley ($/bu) $1.13 Sim15 Sipig $1.23 Siez38 $1.33 $1.39 $1.43 $1.48 Sip53 
Qats (S/bu)) $1525 $1.28 Sis32 $1.36 $1.43 $1.49 $1.56 $1.60 $1.67 Sia72 
Cotton (S$/lb) $0.46 $0.47 $0.48 $0.50 SRS! $0.53 $0.55 $0.56 $0.58 $0.60 
Rice ($/cwt) $5.10 S530 SSpod $5.78 $6.06 $6.29 $6.52 $6.70 $6.99 $7.24 


Table 7. Scenario 1: Target prices based on 60 percent of parity assumptions. 


Wheat (S$/bu) $4.14 $4.24 $4.33 $4.45 $4.58 $4.61 $4.71 $4.97 $5.20 $5.26 
Corn ($/bu) $3.00 $2.95 $2.95 $2.96 $2.92 $2.90 $2.93 $3.09 $3.18 $3.17 
Sorghum ($/bu $2.71 $2.65 $2.66 $2.65 $2.64 $2.62 $2.66 $2.80 $2.89 $2.87 
Barley ($/bu) $2.79 $2.81 $2.83 $2.91 $2.96 $2.96 $3.02 $3.14 $3.24 $3.19 
Oats ($/bu) $2.08 $2.16 $2.19 $2.29 $2.40 $2.44 $2.57 $2.72 $2.82 $2.75 
Cotton ($/lb) $0.73 $0.73 $0.76 $0.79 $0.81 $0.83 $0.85 $0.89 $0.91 $0.96 
Rice ($/cwt) $9.19 $8.45 $8.09 $7.90 $7.62 $7.20 $7.06 $7.38 $7.18 $7.17 


Table 8. Scenario 2: Target prices based on a declining percent of parity assumptions. 


Wheat ($/bu) $4.14 $4.10 $4.04 $4.00 $3.97 $3.85 $3.77 $3.81 $3.81 $3.68 
Corn ($/bu) $3.00 $2.85 $2.76 $2.67 $2.53 $2.41 $2.35 $2.37 $2.33 $2.22 
Sorghum ($/bu)$2.71 $2557 $2.48 $2.38 $2.29 $2.18 $2.13 $2.15 S2e 22 $2.01 
Barley ($/bu) $2.79 $2.71 $2.64 $2.62 S2a07 $2.46 $2.41 $2.41 $2.37 $2.23 
Oats ($/bu) $2.08 $2.08 $2.05 $2.06 $2.08 $2.04 $2.05 $2.08 $2.07 $1.93 
Cotton ($/lb) $0.73 $0.71 $0.71 $0.71 $0.70 $0.69 $0.68 $0.68 $0.67 $0.67 
Rice ($/cwt) $9.19 $8.17 e/a) y/o slal $6.60 $6.00 $5.65 $5.66 $5.27 $5.02 


Table 9. Scenario 3: Target prices based on a constant percentage of variable cost of production 
assumptions. 


Wheat (S/bu) $4.00 $4.07 $4.18 $4.32 $4.49 $4.66 $4.80 $4.96 $5.14 $5.31 
Corn (S$/bu) $2.75 $2.78 $2.85 $2.92 $3.05 $3.16 $3.27 $3.35 $3.44 $3.53 
Sorghum($/bu) $2.61 $2.67 $2.76 $2.86 $3.00 $3.13 $3.26 $3.37 $3.48 $3.60 
Barley ($/bu) $2.36 $2.42 $2.50 $2.58 $2.69 $2.80 S259 $3.00 $3.10 $3.20 
Oats ($/bu) $1.45 $1.48 Si52 Sioy, $1.66 $1.72 $1.80 $1.86 $1.93 $2.00 
Cotton ($/lb) $0.729 $0.747 $0.770 $0.793 $0.821 $0.848 $0.877 $0.902 $0.931 $0.960 
Ricem(s/cwt)mol0a esl lal Omemoll  SOommnOL2. L4mmOl2wOmm Slo 22 meOlS 470m SL4e07) SEST4568 5 1515 22 


Table 10. Scenario 4: Target prices base on a declining percentage of variable cost of production 
assumptions. 


Wheat ($/bu) $4.00 $3.79 $3.61 $3.42 $3.25 $3.05 $2.81 $2757 $2.30 $2.01 
Corn ($/bu) $2.75 S200 $2.50 $2.37 $2.28 $2.17 $2.04 $1.88 $1.71 $1.54 
Sorghum ($/bu) $2.61 $2.49 $2.39 $2.28 $2.19 $2.07 $1.93 $1.77 Suk. ae: $1.41 
Barley ($/bu) $2.36 $2.27 $2.21 $2.13 $2.07 $1.98 $1.89 $1.78 $1.66 $1253 
Oats ($/bu) $1.45 $1.46 $1.48 $1.50 $1.56 $1.59 $1.64 $1.66 $1.70 Siac. 
Cotton ($/lb) $0.729 $0.716 $0.706 $0.694 $0.685 $0.671  $0.658 $0.639 $0.621 $0.600 
Rice ($/cwt) $10.71 $10.48 $10.23 $10.02 $9.77 $9.37 $8.92 $8.34 $7.84 $7.24 
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Table 11. Scenario 5: Target Prices based on a constant percentage of market prices assumptions.* 


Wheat (S$/bu) $4.00 $4.17 $4.51 $4.51 $4.40 $4.32 $4.28 $4.27 $4.27 $4.31 
Corn ($/bu) $2.75 $2.58 $2.58 $2.56 $2.56 $2.65 $2.79 $2.94 $2.99 $3.02 
Sorghum ($/bu) $2.61 $2.50 $2.50 SZigo0 $2.51 $2.59 $2.72 $2.82 $2.83 $2.80 
Barley ($/bu) $2.36 $2.40 $2.48 $2.49 $2.46 $2.43 $2.42 $2.43 $2.47 $2.46 
Oats ($/bu) $1.45 $1.60 $1.63 $1.64 $1.64 $1.66 $1.69 $1.72 $1.74 $1.76 
Cotton ($/lb) $0.719 $0.710 $0.738 $0.738 $0.762 $0.791 $0.813 $0.827 $0.835 $0.838 
Rice (S$/cwt) $10.80 $9.83 $10.26 $9.99 $9.99 $10.45 $10.45 $10.36 $10.42 $10.41 


* Five-year moving average of past market prices dropping the high and low. 


Table 12. Scenario 6: Target prices based on a declining percentage of market prices assumptions.* 


Wheat (S$/bu) $4.00 $4.07 $4.29 $4.16 $3.94 $3.76 $3.57 $3.44 $3.34 $3.22 
Corn ($/bu) S225 $2.51 $2.43 $2.32 $2.24 $2.23 $2.24 $2.24 Salo $2.05 
Sorghum ($/bu) $2.61 $2.41 $2.32 $2.23 $2.15 $2.13 $2.11 $2.06 $1.97 $1.83 
Barley ($/bu) $2.36 $2.36 $2.39 $2.35 S22) $2.18 $2.12 $2.08 $2.01 $1.93 
Oats ($/bu) $1.45 $1.60 $1.65 $1.65 $1.67 $1.67 Sigal $1.74 $1.75 Sin75 
Cotton ($/lb) $0.719 $0.688 $0.698 $0.675 $0.677 $0.676 $0.674 $0.658  $0.643 $0.618 
Rice ($/cwt) $10.80 $9.34 $9.45 $8.88 $8.48 $8.72 $8.47 $8.09 $7.58 $7.08 


* Five-year moving average of past market prices dropping the high and low. 


Table 13 Commodity prices: Percentage difference from baseline. 


Scenario Commodity 1990 1991 1992 1993 1994 1995 1996 £997 1998 1999 Average 


=a a percent change ion = 


1 Wheat 12558) 0,859.1 .881 91.639 2.2888 3.2074 427929673947 6.470 6-447 3.595 
2 Wheat 1556000. 2545000675 » 0.522) 00).592)) 0.353) 058090984 12310) O.921)) 07799 
3 Wheat —0 006mm) 0C6gn 000 unl.OlZun2. 90205 .001L  sal2ZZ0e 7.9590 6.680 9142 4209 
4 Wheat OP O08 -OP 27 2eus0e30On-0 4500-07 4045=066le=) 0SSes) Lose aI. 071 e272) 262 07.69 
5 Wheat 0. 0085-02025 0e17, 2790 ,cOsgnt. Liou 1 60560 38/5585 0255 5.08700 51.07 02,295 
6 Wheat 020145-0- 408 02104-05201, 07042 —O05i) 0. 2155 0.119 -0).067 -0 204-07 062 


1 Corn 3.393 2.894 4.613 4.813 7.810 9.206 10.620 14.818 16.308 16.463 9.094 
2 Corn Bo. 40d002- 168e02, 004mn le oOlee1. 048) (026415 1 Si5ee2-095e02.932 92.911) 1750 
3 Corn =On01Suea 24mm O.9O? aol cueomO0o5) 16,2325 14°137520).065.19..526 24523) 11.391 
4 Corn 0.005) —05952e—1 0635-15640 =), 3607) 1. 9885-2. 9945-3 65 /eassl53) sd lto4 =2.039 
5 Corn 07022) -02400me1.983 61,902 eZ 0472 3.3718) 7.922512 921511 642 14 16) 5.650 
6 Corn 0203 15-061 805—-0, 2195-1 2095-00 7225-0 454550297000), Ol u20). 3120-0) 5300-053985 


Soybeans 2.909 3.260 4.699 .146 -243 8.787 9.650 12.973 14.548 15.640 8.586 
Soybeans 2.965 1. i. 
Soybeans -0.075 2.106 4.581 
Soybeans 0.032 -0.912 -1. 
Soybeans -0.205 -0.781 1 

0 


Soybeans -0.151 -2.289 - 


.289 -2.807 -3.404 -4.538 -4.800 -3.869 -2.598 
m92) e724 8.200 22,172) 12.626 127688 5.710 


7 
1 - 
.508 9.839 12.885 16.841 16.382 20.975 20.870 11.091 
2 
3 
TOD ead Od OL 4 Ole 0 cO0 Ss 0e 606.51. 2635-05920 


AunFwWNnNr 


See Ke} WGigekehl 
1 Cotton 0 2 2 4 2 
2 Cotton he A ; (Oe a 5 OF : OF 3 0. 
3 Cotton ORayNoy Cp seyh abe)  Agtalcy Wshlal eyaslyey has “Geely erp iedc  pharcte hl) ci yRshie 
4 Cotton QO. 0 il 1 0 
5 Cotton =O 1 2 4 1 
6 Cotton =[t)- 0 0 0 0 


aM LLOn COL van sea == 
1 2177 2590 3561 4279 4390 4826 5556 7754 9150 9611 53894 
2 21 7s 1297 1202 1033 644 313 191 954 1059 1925 10793 
3 2 1424 3159 4596 6042 7367 9501 10298 12660 12528 67577 
4 al -591 -923 -1306 -1461 -1652 -1791 -2177 -1931 -1497 -13330 
5 10 Yoh 1259 1774 2326 3547 4622 5718 6684 6976 32615 
6 ih le fs) -440 -726 -934 -556 Ses y/ 2 Si -546 -920 -5897 
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Table 15. Change in exports from baseline. 
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Table 19. Percent change in land values from baseline 


Scenario 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 Average 
=== percent =a = 
iu 0.037 0.056 1.076 1.867 2.762 3.792 4.986 6.419 8.346 10.465 3.981 
2 0.037 0.549 0.817 1.200 TSE Ce) 1.740 1927 2.137 2.466 2.818 i GeVA 
3 0.000 0.016 0.323 0.882 1.698 2.926 4.621 6.523 8.925 ibs = V/7/ 3.749 
4 0.000 -0.006 = ORLA, -0.280 -0.506 Oni O -1.070 -1.463 =1.893 -2.248 -0.835 
5 =0 001 -0.002 -0.053 0.207 0.525 0.999 157793 2.915 4.378 5.852 1.660 
6 -0.001 -0.010 -0.245 -0.284 -0.388 -0.473 -0.464 -0.428 -0.338 =Oo13 -0.294 
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